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THE 1970S   
ALL OVER AGAIN
 BY STEEN JAKOBSEN

The direction of the US dollar is the key 
question for 2017 because a currency that is 
up 20% over the past year will trigger a reac-
tion, and the incoming Trump administration 
can be expected to jettison the more than 
20-year-old dogma that a strong dollar is in 
the US’ interest. 

Welcome to 2017 and Trump-mania, a world where 
tweets set the agenda randomly across the US and 
where being unorthodox is the new black. For all the 
guess work we can do on Donald Trump and his new 
policies, the key questions remain the same:

WHAT IS THE GENERAL 
DIRECTION OF THE US DOLLAR?

WHERE IS CHINA’S CURRENCY 
AND GROWTH HEADED IN 2017?

IS THE DOUBLE WHAMMY OF 
BREXIT/TRUMP THE END OF A 
CYCLE, OR THE BEGINNING OF 
SOMETHING NEW?

What’s the most important question of the three? That’s 
the direction of the US dollar. We have such a simplified 
economic world, or globalised market, that dollar 
represents in excess of 75% of all transactions globally.
So, when the US dollar is up over 20% year-on-year – as 
it is now – there will be a “reaction” to the “action”. This 
reaction will be a considerable slowdown in growth in 
the US driven by higher-than-expected interest rates 
(which reduce potential growth) and indirectly also by 
reducing global growth as the heavy burden of US-
dominated debt hurts emerging markets’ ability to repay 
their excessive loans in dollars.

Foreign banks have lent $3.6 trillion to companies in 
emerging markets, and roughly 50% of that amount is to 
China, so questions one and two are interlinked.

The risk of recession is increasing. My good friends at 
NedBank, South Africa, Neels Heyneke and Mehul Daya, 
have the best recession model I have seen, combining 
monetary conditions with fundamentals. The present 
reading: 60% probability of recession against a market 
consensus of only 5-8%.

This is a big risk as we know that stock market selloffs 
mainly occur in recession times. The expected 
drawdown would be 25-40% if recession hits the US 
economy.

We can’t ignore the voices of populism in the US, but 
also shouldn’t overlook them in Europe in an election 
year. But rest assured, this is the end of a cycle, not a 
new beginning. The world will not move forward on an 
agenda of closed borders, anti-globalisation and trade 
restrictions, and against competition, but nevertheless 
these forces need to be respected, especially as we see 
a change of leadership in the global arena.

SOURCE: NEDBANK, SOUTH AFRICA –  
NEELS HEYNEKE AND MEHUL DAYA
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Chief Investment Officer since 2009. He focuses on delivering asset allocation strategies and 
analysis of the overall macroeconomic and political landscape as defined by fundamentals, 
market sentiment and technical developments in the charts.

THE 1970S 
ALL OVER AGAIN

Trump taking the US “back home” on trade, overseas 
troops, Nato and reversing a China policy in place since the 
1970s will have consequences. German chancellor Angela 
Merkel is now the de facto leader of the developed world, 
a position she never wanted and feels uncomfortable in 
during an election year for Germany. China will fill any 
vacuum left behind by the US changing course. 

The Chinese leadership seems more “open” than ever 
before on foreign policy and investment, partly out of 
opportunity and partly by virtue of a desperate need to 
draw attention away from ever rising domestic debt and 
capital outflows.

China will most likely continue to weaken the CNY and 
CNH to the tune of 5-10% — probably gradually, but, if 
forced, also through another “devaluation” as retaliation 
for US policy.

The incoming Trump administration is, to my mind, 
clearly going to pursue a “weak US dollar” policy. The 
whole rhetoric of China’s currency being too weak, of 
course, implies that the USD is too strong. But – just wait 

– Trump will also change the dogma whereby a “strong 
dollar is in the interest of the US”, in place since Bill 
Clinton’s treasury secretary, Robert Rubin, launched it in 
the mid-1990s (though in fact it never was the executed 
strategy).

It evokes the 1970s and the Nixon doctrine of August 
1971 when treasury secretary John Connally introduced 
a unilateral 10% surcharge on all dutiable imports, a 
10% reduction in foreign assistance expenditure, closed 
the “gold window” (so the USD was no longer freely 
convertible into gold) and imposed a 90-day moratorium 
on wages and prices.

It seems like the Trump doctrine is adopting this as a 
pattern for its new corporate tax and trade policies 
“tweeted” so far by the president-elect.

Yes, this is very much like the ’1970s all over again – 
when US policy was about big business, closed borders, 
recession (1973-75) and a US dollar regime that could 
be defined by Connally’s famous words to European 
finance ministers at the G-10 meeting in Rome: “The 
dollar is our currency, but it’s your problem.” That 
killed the Bretton Wood system and cemented a 20% 
devaluation of the dollar.

The first quarter will bring us some clues, but as time 
goes by, expect a Trump doctrine that is a mixture of 
Nixon and Reagan, and watch out for big volatility.   
The real conclusion, however, for all of 2017 may 
be that geopolitical risk matters. Welcome to the 
beginning of the end for the pretend-and-extend era  
in monetary policy.

WE CAN’T IGNORE THE VOICES OF 
POPULISM IN THE US, BUT ALSO 
SHOULDN’T OVERLOOK THEM IN 
EUROPE IN AN ELECTION YEAR. BUT 
REST ASSURED, THIS IS THE END OF 
A CYCLE, NOT A NEW BEGINNING

AS TIME GOES BY, EXPECT A TRUMP 
DOCTRINE THAT IS A MIXTURE OF  
NIXON AND REAGAN, AND WATCH  
OUT FOR BIG VOLATILITY
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Of all the political events that will occur in the first 
quarter (German presidential election on February 12, 
general election in the Netherlands on March 15), the 
UK triggering article 50 by the end of March will certainly 
be riskiest because of the economic weight of the UK 
and the euro area, whose share of global GDP in USD is 
3.9% and 15.7% respectively. 

Until now, the most visible effect of Brexit has been 
sterling’s depreciation (the other factor explaining the 
depreciation is the UK’s large current account deficit 
which is close to 7% of GDP). GBP has decreased by 
almost 17% versus the dollar and 9.3% against the euro 
since June 23. The downward trend occurred in two 
stages, first in the wake of the referendum, and then 
following prime minister Theresa May’s speech at the 
Conservative Party Congress on September 30 where 
she clearly favoured the option of a hard Brexit.

THERESA MAY’S SOFT POPULISM

It is certainly too early to talk about the emergence of a 
new political philosophy in the UK. One can, however, 
recognise that Theresa May has comprehensively 
analysed the reasons for the NO victory in the 
referendum and she has started formulating possible 
solutions that she will have to develop further in 

the coming months. Contrary to her predecessors 
who promoted a minimal state, she considers the 
government is the solution, not the problem. It must 
have three main objectives: 

1

Reducing financial and geographic inequalities that  
have skyrocketed to such a point in recent years that  
the income share of top 1% has grown to where  
it was 80 years ago to a level of 14% versus its  
lowest historical point of 6% during the 1970s;

2

safety-and-soundness financial regulation in order   
to limit egoistical behaviour that led to the GFC;

3

using public spending as a buffer against internal  
and external shocks, such as the process of leaving  
the EU. 

This economic thinking seems to be directly inspired by 
Chamberlain and Roosevelt’s experiences in the 1920s 
and early 1930s and advocates for moral capitalism which 
is reminiscent of the paternalism of 19th-century Britain.  

UNREADY  
UK
  BY CHRISTOPHER DEMBIK

The start of 2017 is peppered with political risks including the German presidential  
election and a general election in the Netherlands. But it is the UK which presents us  
with the biggest threat of all – Brexit.

UNTIL NOW, THE MOST VISIBLE EFFECT OF BREXIT  
HAS BEEN STERLING’S DEPRECIATION – IT’S DOWN  
BY ALMOST 17% VERSUS THE DOLLAR.”
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UNREADY  
UK

THE UK’S THREE MAIN  
ECONOMIC CHALLENGES

Theresa May raises many hopes but it is way too early to 
judge her policies since she has not delivered anything 
yet. Opting for a hard Brexit means that the UK would 
need to completely change the structure of its economy 
by 2019 (the effective date of exit from the EU), which is 
obviously a very short timeframe. The British economy 
is heading for the most challenging period it has known 
since WWII. There are mostly three immediate economic 
issues that will appear in 2017:

1. THE SURGE IN INFLATION 
The lower GBP exchange rate, which is certainly here 
to stay, leads to higher inflation through imports 
(forecast of 2.4% in 2017 and 2.5% in 2018) hurting 
households’ purchasing power. The rise in inflation is 
also accentuated by higher global commodity prices 
(+4.70% in November 2016 compared to November 
2015). Until now, wage growth has been sufficiently 
high (+2.3% according to the latest data) to partly offset 
higher inflation but this should not be the case in 2017 
if inflation forecasts are confirmed. In the medium term, 
however, lower GBP is likely to favour the substitution of 
imported goods by locally produced goods, whenever it 
is possible. Nonetheless, the gain in terms of purchasing 
power will not be that substantial;

2.  WORRIES OVER WAGES
In a normal economic period, full employment is expected 
to lead to higher wages but this may not be the case as 
UK firms may be encouraged to postpone hiring due 
to the uncertain economic conditions. The triggering of 
Article 50 will probably have a significant psychological 
effect on British firms and will result in a hiring freeze. 

 
 
 
Some observers point to the resilience of the labour 
market as proof that Brexit has no real consequences. 
However, they forget that events usually take at least 
six months to impact the labour market, even when it is 
very flexible, like in the UK. Therefore, it will be necessary 
to wait for the publication on January 18 and next 
February of the ONS data concerning unemployment to 
really evaluate the state of the UK labour market;

3. COMPETITIVENESS AT STAKE  
In theory, the depreciation of sterling should help the 
British economy in this period of uncertainty but the 
real gain remains limited because the price elasticity of 
exports is low. Indeed, a study conducted by the Office 
for Budget Responsibility concludes that a 1% decrease 
in relative price only results in a 0.41% increase in exports 
(excluding petroleum products) after nine quarters. By 
comparison, a similar decline leads to a 0.8% increase in 
exports for France. 

Therefore, it can be concluded that the expected gain
in price competitiveness for British firms due to the fall 
of GBP will not be as decisive as has often been claimed. 
Lower corporate tax may constitute an incentive for 
UK firms to invest in the short term but, in the medium 
term, the UK will need to implement an ambitious re- 
industrialisation plan if it fails to reach a favourable 
association agreement with the EU. This plan would mean 
uncontrolled deficit spending which would increase the 
debt burden in a context of tensions in bond markets 
(the UK 10-year sovereign bond yield has been multiplied 
by 2.3 since its annual lowest point) and certainly a fresh 
credit rating downgrade for the country.  
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UNREADY  
UK

OPTING FOR A HARD  
BREXIT MEANS THAT THE  
UK WOULD NEED TO 
COMPLETELY CHANGE  
THE STRUCTURE OF ITS 
ECONOMY BY 2019

CEE IS THE UK’S BEST ALLY

During the negotiations with the EU, the UK will certainly 
face the intransigence of many countries, notably 
France, although the current government may have 
less influence at the European level because of the 
upcoming presidential election in April. At first glance, 
the balance of power is more favourable to the EU 
than to the UK, as European exports to the UK account 
for only 3% of EU GDP, while British exports to the 
EU represent around 13% of the UK GDP. However, 
Theresa May will be able to count on the support of 
central and east European countries. They face two 
crucial issues this quarter. 

The first one concerns a stronger USD which is not, 
from our point of view, a major financial risk for the 
region. Indeed, total US dollar-denominated debt as 
a share of GDP is quite low in CEE. The most exposed 
CEE countries are Poland and the Czech Republic where 
it reaches roughly 10% of GDP, which is manageable, 
compared with Chile (over 35% of GDP) and Turkey 
(around 25% of GDP).

The second issue relates to the potential economic 
impact of Brexit in CEE. The Czech Republic and Slovakia 
are among the most important recipients of UK 

investments in the region and could, therefore, be the 
most penalised in the event of a hard Brexit. In the short 
term the decision to leave the EU has not substantially 
affected investment flows. The construction of a new 
Jaguar Land Rover plan in western Slovakia, which 
should begin production in 2018 and contribute strongly 
to GDP growth and employment, is still on track. 

However, in the medium term, there is real uncertainty 
about the continued presence of British companies in 
the region (more than 300 UK firms are operating in 
the Czech Republic which serves as hub to penetrate 
neighbouring countries). This economic dependence 
represents a key advantage for the UK government, 
which could bargain the support of CEE countries during 
the negotiation process (regarding passporting rights for 
instance) in exchange for maintaining UK investments. 

On one hand, British diplomacy has not negotiated any 
major trade agreement since 1973 and no longer has 
the teams to do so. On the other hand, it knows how to 
divide and rule, which suggests that the UK could, at the 
end of the day, do better than expected by obtaining 
substantial concessions from allied European countries 
IF Brexit occurs, which is far from certain.
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Donald Trump’s victory on November 8 may look like the 
catalyst for the recent renaissance of investor optimism 
as we enter 2017 but it has perhaps been given a bit 
too much attention. Many of the trends were already in 
place before Trump’s victory including higher consumer 

and investor confidence, higher inflation expectations 
and rising asset prices. While momentum in equity 
markets is running strong, the downside risks have gone 
up with inflation especially the first line of defence for 
the continuation of this bull market in equities.

SWEET  
SPOT
  BY PETER GARNRY

The bull run in equities is in line for a sweet-spot first quarter, but elevated expectations  
could be the caveat as Trump’s fiscal strategy will not really take effect until Q4.

THIS BULL MARKET MAY BE FRAGILE 
BECAUSE TRUMP WILL NOT HAVE  
AN IMPACT DIRECTLY ON THE 
ECONOMY UNTIL OCTOBER 2017  
WHEN THE NEW US GOVERNMENT 
FISCAL YEAR BEGINS

EUPHORIA’S GRIP
US consumer sentiment has 
reached its highest level since 
2004 and US equity markets 
have touched all-time-highs. 
What looked like a terrible 
2016 back in.

February turned out to be 
another good year in equity 
markets with MSCI World up 
10% in dollar terms. Latin 
America was the big winner as 
the oil price reversed pulling 
Brazilian equities out of the 
abyss. 
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SWEET  
SPOT

European and Japanese equities underperformed 
massively in the first half as the Dollar Spot Index 
declined 5% and growth indicators disappointed. 
However, the current trend with higher growth, rising 
wages, higher inflation expectations started back in June 
and as a result the dollar strengthened, and European 
and Japanese equity markets came back finishing 2016 
with a small positive return.

With Trump’s victory, markets are discounting higher 
fiscal impulse and higher growth. This is exactly why this 
bull market may be fragile because Trump will not have 
an impact directly on the economy until October 2017 
when the new US government fiscal year begins. As a 
consequence macro data will have to deliver in Q1 for 
these positive equity markets to continue. 

THE CAVEAT

In our last quarterly outlook, we highlighted that global 
equities had reached their highest valuation levels since 
2003 but that it was not alarming as they reflected 
average levels over the past 20 years.

Equities have a robust positive drift over time which 
makes it a dangerous game to short because one’s 
timing skill has to be quite good to survive the game. The 
chart below shows the median six-month forward return 
across five P/E ranges. They have all short-term positive 
return expectations except when P/E levels are above 33. 

With global equities at 22.1x trailing EPS, they are 
actually in the sweet spot with an earnings yield level 
reflecting modest growth expectations. This leaves a 
potential upside on valuation should growth exceed 
expectations, which is exactly what is being discounted 
in equity markets. It is also important to understand that 
the dividend yield on global equities is still around 2.5% 
compared to global long-term bond yields around 1.5% 
still offering equities the upper hand.

On the other hand, these rapidly rising expectations are 
also setting equity markets up for a quick 10% drawdown 
should actual macro data not support the new narrative 
that the global economy is finally escaping the grip of the 
Great Financial Crisis. The first warning shot if a setback 
in equity markets is building will be in financials as those 
stocks are the best indicator of growth and inflation.
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SWEET  
SPOT

INFLATION THE YARDSTICK

The big theme in 2017 is going to be whether we have 
finally reached reflation as the tighter US labour market 
sets in motion higher inflation driven by higher wages 
currently at the highest levels since 2009 but still at 
historically low levels. 

Inflation expectations measured by 10-year breakeven 
(difference between nominal bond yields and inflation-
adjusted bond yields) have gone up 50 basis points 
since June now just shy of 2% leaving a small expected 
real return for US government bond holders. The scare 
of potentially higher rates have caused a big shift in 
cross valuations between equities and bonds, because 
investors in nominal bonds are lowering their exposure 
while simultaneously increasing their exposure to 
equities which have historically been one of the best 
performing asset classes during higher than expected 
inflationary periods.

Because of this key dynamic, inflation expectations are 
important to monitor if one has increased exposure to 
equities in 2017. If 10-year breakeven rates in the US cannot 
climb above 2% during January then investors should 
consider hedging some of the downside which is still very 
cheap due to historically low implied volatility levels. 

DOn’T BET On US EQUITIES

US equities delivered another good year outperforming 
other key developed equity markets. However, in 
our view it’s time to get contrarian and underweight 
US equities while favouring European and Japanese 
equities.

The case against US equities is driven by the longest 
period of below trend growth (measured by the Chicago 
Fed National Activity Index) since the 2008 recession 
and the highest forward P/E valuation in 14 years. What 
makes the case for US equities even more difficult is 

the stronger USD causing earnings and revenue growth 
headwinds due to around 45% of profits in the S&P 500 
are from non US countries.

If you drill into the sector components in S&P 500 
expectations are extremely elevated for the energy 
and health care sectors. Analysts are expecting 30% 
EPS growth for the health care, something we find very 
unlikely given the negative headlines and the already 
elevated health care costs in percent of GDP. The 
energy sector is expected to see EPS grow by 260% 
over the coming 12 months. While a strong rebound 
is expected as the oil price has bounced back we are 
more cautious expecting the energy sector’s EPS to only 
double at best.

On the other hand, the Fed outlook supports the USD 
short-term causing tailwind for European and Japanese 
companies through higher global export share. In 
addition these two markets have underperformed the 
past 12 months setting these markets up for the perfect 
contrarian bet. European equities are the most mispriced 
because analysts are too pessimistic on future earnings 
which we believe could surprise to the upside because of 
the weak EUR and higher domestic growth now running 
at 2.4% annualised according to the Euro-coin growth 
indicator tracking euro area growth in real-time.

Our stronger USD theme is still intact for Q1 but we are 
getting close to an end. As a result emerging-market 
equities will likely underperform in Q1 unless we see a 
continuation of higher commodity prices offsetting the 
drag from the stronger USD.

Chinese equities may turn ugly in Q1 as the Chinese 
currency continues to devalue to offset the drag from 
lower growth. However, the policy move has unintended 
consequences with money markets flashing red in Hong 
Kong causing a potential tail risk to Chinese equities. 
In addition China’s pollution crisis may force China to 
drastically reduce their growth target which would hit 
Chinese equities.

CHINA’S POLLUTION CRISIS MAY 
FORCE CHINA TO DRASTICALLY 
REDUCE THEIR GROWTH TARGET 
WHICH WOUlD HIT CHInESE EQUITIES
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SWEET  
SPOT

Financials are obviously driven by the current rate 
outlook with the Fed’s projections suggesting three rate 
hikes in 2017 as the US labour market moves closer to 
full employment and inflation expectations go higher. 
Among the 10 sectors in the economy, financials have 
the most positive response to higher rates as they often 
reflect higher growth and thus credit growth in addition 
to a better net interest rate margin and more profit in 
the lucrative FICC segment among investment banks.

The obvious equity strategy, if rates continue their 
upward trajectory, is to be overweight financials 
(excl. real estate), information technology, consumer 
discretionary and health care, because these four 

sectors have the lowest net-debt-to-EBITDA ratio. 
These four sectors correspond to around 53% of the 
world equity market. Given the strong momentum 
and current macro picture, we remain overall positive 
on equities in Q1 with overweight the four sectors 
mentioned above.

Higher rates will also hit some sectors hard. The  
biggest risk to higher rates lies in the energy sector  
that currently has the highest leverage ratio with the  
net-debt-to-EBITDA ratio at 6 which is dangerously  
high for a cyclical sector. If the sector does not see 
elevated oil prices as interest rates move higher, it  
may trigger a debt crisis among energy companies.

CYCLICALS TO 
COnTInUE In Q1

Throughout most of 2016, 
defensive sectors (except 
health care) outperformed 
but Trump’s victory flipped 
everything and now 
momentum has switched to 
cyclicals with financials, in 
particular, pulling ahead.
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In a global macro perspective, three main questions may 
well determine portfolio positioning for 2017.

1. Is this really the end of the more than 40-year bull  
 market in bonds, or is this just a tactical correction  

before global yields reverse to set new record lows?

2. Are we going to see a more hawkish Fed in 2017  
 with the market behind the curve, or will this be a  
 replay of the same old crab-walking, dovish,  
 market-nannying Fed?

3. Is Donald Trump the “real deal”, in other words  
 an overall constructive catalyst for change in the US  
 economy, or are we in for a four-year “chump  
 regime” of disappointment?

Where you sit on these three questions will determine 
whether you are bullish or bearish on global 
macroeconomics, how to express that across different 
regions of the world as well as across asset classes. 

My own view is bullish on the US economy and the 
potential of the Trump/Republican Congress sweep 

duo. I think Trump is going to surprise people and that 
US economic growth will beat expectations over the 
next six to 15 months. In fact, the new president could 
produce some big surprises just a few weeks into his 
administration. 

But, as an exercise, let’s assume that we do end up  
with a false dawn of a regime change, and it’s Chump 
over Trump.  

In such a scenario, where Trump’s initiatives and 
proposals – including tax reforms for corporations and 
individuals, US offshore profits repatriation, company  
infrastructure spending, fiscal reflationary measures, 
greater government expenditure, among other things 
– fall flat on their face, there would be some structural 
consequences of a binary nature. 

First of all, we could see a much less hawkish Federal 
Reserve than markets now expect.  So we could see the 
Fed not only retreating from its indicated three interest 
rate hikes for 2017, to just one to two increases,  but 
potentially, at best, only one hike for 2017. This could 
result in reflationary hype being transformed into a 

NEW DAWN  
OR BUST?
  BY KAY VAN PETERSEN

From a global macroeconomic standpoint, portfolio positioning in 2017 may well hinge on  
how one sees global bond yields, the Fed and the incoming Trump administration performing 
this year. A false dawn for Trump would have mixed ripples across the Asia-Pacific region.  

WE COULD SEE A MUCH LESS HAWKISH  
FEDERAL RESERVE THAN MARKETS NOW EXPECT
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potential deflationary bonanza –à la “here we go again!” 
In essence, this would completely deflate the huge 
strength seen in the US dollar as well as the epic uplift 
observed in US treasuries (e.g. US 10-year up +100 bps 
in just a few months from very low 1.40/1.50% levels) 
and implicitly the global yield curve.

Hate it or love it, the US sets the main underlying 
current for global monetary policy.  For emerging 
markets, such as China, a “Chump Regime” would be a 
boon in the near term as pressures against the Chinese 
yuan’s dirty peg would subside with a weaker US dollar 
and lower US yields would imply looser monetary 
policy globally. It would, however, be far from a game-
changer as China’s problems with excessive debt, need 

for structural reform, deregulation, modernisation and 
clean-up of the state-owned enterprises are all issues 
that must be dealt with eventually. 

In such a scenario, some tactical trades that I would be 
putting on would be long the Shanghai Composite index 
through futures, buying up 3-12-month at-the-money 
call options on the Chinese equity exchange-traded 
fund FXI (US-listed in USD) or index ETF 2823 (HK-listed 
FTSE A50 China Index ETF). Playing a very near-term 
tactical (less than 3-month) short USDCNH through 
non-deliverable forwards would also make sense in such 
a scenario where the USD and US rates reverse their 
recent strong moves. All those products/asset classes 
are available on SaxoGO. 

NEW DAWN  
OR BUST ?

HONG KONG’S HANG SENG INDEX COULD SURGE ON A TRUMP DUD
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NEW DAWN  
OR BUST ?

COULD A TRUMP FLOP TAKE USDJPY BACK BELOW 105 AGAIN?

What’s generally good for China tends to be good 
for “China’s backyard”, EM Asia and Australia. It is 
worth noting, however, that going from a potentially 
reflationary US economy (as the market is currently 
starting to appreciate and has moved on) to a 
deflationary one does not bode well for global inflation. 

Such a change would take the wind out of the sails 
of many commodities, putting a potential drag on 
Asia-Pacific commodity exporters such as Australia 
and Malaysia, yet providing a tailwind to commodity 
importers such as India.

On the flip side of China benefiting from a Trump 
administration train wreck, obvious shorts that I would 
add would be on USDJPY and Japan’s Nikkei225. The real 
delta on the massive jump in USDJPY (+11% from 105 
before the US election to close the year at around 117) 

has come on the back of a change in US rates, a 
stronger USD driven by changed expectations on 
reflationary policies from a Trump administration and 
therefore Fed hike expectations. It has not stemmed 
from the Bank of Japan’s actions or Abenomics, which 
exhausted itself on January 29, 2016. 
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NEW DAWN  
OR BUST ?

NIKKEI COULD COLLAPSE ON A TRUMP FAILURE

So any reversals in the US could send USDJPY back 
to sub-105 levels and the Nikkei easily down 11% to 
17,000 points from its year-end close of 19,114. I would 
potentially hedge for such a scenario, with 6-12-month 

105 to 110 one-touch options, as well as buying long 
dated 6-12-month ATM puts on the Nikkei 225 and the 
Japanese equity ETF EWJ.

KAY VAN-PETERSEN, GLOBAL MARCO STRATEGIST

Kay Van-Petersen joined Saxo Bank in 2014 as a Global Macro Strategist, based in Singapore. 
He focuses on delivering strategies and analyses across asset classes based on monetary & 
fiscal policies, global geopolitical landscapes as well as other macroeconomic fundamentals.  
He also takes into account market sentiment, technical and momentum factors.

HATE IT OR LOVE IT, THE US SETS THE MAIN  
UNDERLYING CURRENT FOR GLOBAL MONETARY POLICY
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As we present this quarterly exercise of peering ahead 
into the next three months and the fresh calendar year 
of 2017, it’s worth recapping the key currency events of 
2016. The year we’re leaving behind was, to an unusually 
large degree, marked by high drama and unexpected 
turns. That’s not to say that 2017 won’t provide any 
number of fresh plot twists and diversions, but heavy 
market positioning and anticipation for what 2017 will 
bring will inevitably mean large swings across markets, 
particularly if widespread assumptions for the New Year 
prove misplaced.

Currencies were at the centre of attention in an action 
packed 2016 for asset markets. The year was off to a 
galloping start on fears that China was allowing a sharp 
yuan devaluation. Amid the ensuing global meltdown 
in asset markets, the Bank of Japan announced a 
surprising and, it turned out, misguided move into 
negative interest rate territory that was met with a wall 
of Japanese yen short-covering after the initial knee-jerk 
selloff. Asset markets then bounced strongly and the 
USD strength was put on the back burner until late in 
the year on assurance from the Fed that it was backing 
away from its rate hike schedule for the year and after 

China declared support for the renminbi. Then of 
course, we had the sterling train-wreck on the surprise 
June 23 Brexit vote.

Later in the year, and after an aggravated rise in the yen, 
the Bank of Japan got its revenge as its new yield-curve 
control policy announced in September proved perfectly 
timed as global interest rates rose sharply in Q4. That 
rise took on new urgency with Donald Trump’s stunning 
victory at the November 8 US presidential election. That 
victory also recast the anticipation of future US policy 
and lit a fire under what had been a sidelined US dollar 
for much of 2016. Meanwhile, for much of the year, and 
with little fanfare, selected emerging market currencies 
emerged as the biggest winners, partly on carry trades 
making a comeback as interest rates fell in the first half 
of the year, but also because fears of yuan-devaluation 
Armageddon faded and many key commodity prices 
stabilised and even rallied strongly.

After an action-packed 2016 that saw the US dollar 
ending the year near 13-year highs after only the second 
Fed rate hike for the cycle, the transition into 2017 is 
once again loaded with anticipation. Below, we take a 

RISKY 
ROLLERCOASTER
  BY JOHN J HARDY

From intense speculation on how US policy will take shape under President Trump to EU 
existential questions in a busy election calendar for Europe, currency traders have a veritable 
laundry list of urgent questions for the year ahead.

REAL US INTEREST RATES WILL RISK TURNING 
INCREASINGLY NEGATIVE AS NOMINAL  
GROWTH OUTPERFORMS REAL GROWTH
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stab at crystallising a few of the most important trading 
themes for the year, and we suspect that the New Year 
will get off to a swift start and that the year as a whole 
might prove a proverbial roller coaster of market action 
as policy and political risks abound almost everywhere. 

ARE THE POLICIES OF PRESIDENT TRUMP 
FULLY PRICED AND WILL THEY CONTINUE 
TO DRIVE A STRONGER US DOLLAR?

It’s a tough time for USD forecasters, as the US dollar 
is getting quite expensive as we head into 2017 and 
in Dollar Index terms, has posted a new 13-year high. 
The market has taken the position that Trump could 
spark a Reagan-like boom in the US economy based 
on a supply-side bonanza of increased fiscal spending 
and reduced taxes, especially for corporations, 
which could encourage domestic-bound investment. 
The differences between the possible impact of 
Reaganomics in the early 1980s of and Trumpnomics 
in 2017, however, are many. Back then, the nation’s 

balance sheet, both public and private, was less than 
half as leveraged and interest rates were about to begin 
a secular decline. Now? Interest rates have scraped 
record lows and the economy is as leveraged as it has 
ever been (those two go hand in hand, of course).
In short, higher interest rates from the anticipation of 
stimulus and Fed rate hikes will quickly lean against any 
economic growth and eventually tighten credit and slow 
whatever momentum develops. 

The tricky bit is the timing for this – do we see the 
headwinds developing already in Q1 or do we 
underestimate the ability for the cycle to extend on a 
revival of moribund animal spirits? As always, traders  
will need to stay nimble. 

The base case is that the coming Trump presidency 
and Trumpnomics (or Reaganomics, Version 2.0 – after 
all, Trump has key advisers that were also Reagan’s 
advisers) may initially provide some further momentum 
from tax policy and fiscal stimulus fireworks that the 
market has already partially priced in. And the Fed 
may feel that is increasingly behind the curve early in 
the year as inflation revives further (some of which is 
coming out of China and its policies aimed at eliminating 
overcapacity in key industries). 

But as the year wears on, any inflation or growth that 
comes about will eventually be seen as “the wrong 
kind”, with prices only rising due to fiscal profligacy 
and inflation gauges rising well above the level of real 
growth. Real US interest rates, in other words, will 
risk turning increasingly negative, as nominal growth 
outperforms real growth. This negative real rate 
dynamic could quickly catch up with the US dollar,  
which may peak in Q1 or perhaps Q2, possibly for the 
cycle after its long rally from 2011 secular lows.

WILL EU POLITICAL TURMOIL  
MEAN RISKS OF A NEW EU POLITICAL  
AND FINANCIAL CRISIS?
 
Uncertainty surrounding the EU’s political and even 
existential future will come roaring back in 2017 after 
the post-2012 period in which the European Central 
Bank has kept the EU patient on life support with 
monetary morphine. Elections in the Netherlands in 
March, in France in April/May (first round/runoff) and 
Germany in the early Autumn. On top of this we have 
wildcard risks of early elections for Italy after ex-prime 
minister MatteoRenzi’s failed referendum in late 2016  
as well as Greece once again coming to the table for a 
new bailout restructuring deal.

UNCERTAINTY SURROUNDING 
THE EU’S POLITICAL AND EVEN 
EXISTENTIAL FUTURE WILL COME 
ROARING BACK IN 2017
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We would expect the euro to bottom early in the year 
or possibly shortly before the French elections, though 
these may provide less volatility than anticipated. Still, 
the outlook for the euro is beset with uncertainty from 
political forces even if the ECB keeps the monetary pedal 
to the metal. A reworking of the EU framework is necessary 
in the long run to keep the EU in its current form, but 
such a process would take years, even if no country 
leaves the monetary union over the next 12 months.

CHINESE CURRENCY POLICY – WHAT’S NEXT?

It is a given that the Chinese regime above all likes 
to think that it can control the economic destiny of 
the country, but its policy choices, given the seemingly 
inviolable and absolute mandate for continued forced 
GDP growth, are going from bad to worse. Reflate and 
destroy savers, thus frustrating the planned switch to a 
consumption-centered economy or shut down inefficient 
state operated companies and create enormous stress 
in the financial system? The chief political event of the 
year is does not arrive until October’s Central Committee 
Plenum, a key political event that establishes the key 
leadership for the next five years. 

At least until then, the complacent assumption is that we 
will see a continuation of the gentle downward slope for 
the CNY over the next year (a lower CNY is one of China’s 
less painful outlets for reflating itself out of the enormous 
debt load it has created in recent years). But it is increasingly 
evident that this slow grind lower in the CNY aggravates the 
capital flight problem as those looking to take money out of 
the country can draw a line on the chart, knowing that the 
price tomorrow will be lower than the price today. 

The danger period for a large step devaluation, should 
that be China’s policy choice, could be shortly after the 
Chinese New Year holiday (the lunar new year this year 
falls on January 28, rather than the too-long wait until 
after the party plenum.) Are increasingly strict capital 
controls that were implemented in late 2016 simply a 
tool in their own right to maintain control or are they 
laying the groundwork for a large devaluation? Can we 
answer the question in our headline for this section with 

another question? No – but Chinese currency policy 
could loom large in 2017 if China chooses the dramatic 
devaluation option.

HOW LOW CAN THE JAPANESE  
YEN GO ON THE BOJ’S NEW  
YIELD-CURVE-CONTROL POLICY?  

The Japanese yen was at the epicenter of late 2016 
trading themes as the Bank of Japan’s new yield-curve-
control policy, announced in September, coincided 
serendipitously with a subsequent rise in interest rates. 
The lucky timing, enhanced further by the rush higher 
in rates after the US election, meant that Japan’s bond 
yields – at least out to the 10-year JGBs – supposedly 
wouldn’t be allowed to stray far above zero, meaning 
that rise in bond yields in the rest of the world would 
have to be absorbed in the Japanese yen rather than in 
Japan’s bond yields. So the bottom for the yen in 2017 
will perhaps be found when/if bond yields globally top 
out and decline again. 

Another factor to track will be Japan’s inflation levels and 
the government’s commitment to fiscal stimulus. The 
Bank of Japan’s new policy essentially cedes control of 
the Bank of Japan’s balance sheet to the government, 
which can theoretically expand stimulus to its heart 
content. But with the yen weakening apace, however, 
the urgency for new fiscal stimulus measures in Japan 
may be lower as inflation begins rising, so prime 
minister Shinzo Abe may fail to lean hard on the third 
policy arrow (reforms) or more stimulus. Any timidity 
from the Abe government’s side to realise the full 
implications of the BoJ’s QQE with YCC could mean that 
Japan’s real rates aren’t as negative as elsewhere and 
provide some eventual support for the JPY as well. 

HAS STERLING BOTTOMED  
AND ARE THE HARD BREXIT  
RISKS FULLY PRICED?

If sterling did not bottom in late 2016, it may do so 
quickly in 2017. Yes, the perils of Brexit are many, but 
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we have to remember that everything has a price and 
sterling has been severely discounted by the dramatic 
events of 2016. As we look at the EU political calendar 
this year and the potential for euro weakness stemming 
from it, we suspect that sterling may have seen its low 
versus the single currency. Even if we see little collateral 
damage from the “populist uprising” theme in Europe in 
the coming year, the likely new French president, Fillon, 
is widely seen as an anglophile and a staunch critic of 
the EU Commission in favour of reforming its remit. A 
friendlier breeze blowing across the Channel could do 
wonders for sterling on anticipation of a reasonable 
Brexit deal (one that will take forever to hammer out 
and implement anyway), even if the UK’s longer-term 
structural deficits remain insufficiently addressed. 
Against the US dollar, we’re unsure whether we’ll see 
minor new lows for GBPUSD early in the year.

AS FOR THE REST: 

CHF – with the fraught EU political calendar of 2017, we 
may continue to see pressure on EURCHF to remain at 
the lower end of the range and for the Swiss National 
Bank to maintain its defences. For EURCHF to rise 
sharply and for CHF to “normalise”, we would need the 
ECB to shine a light on the end of the QE tunnel amid 
normalising EU inflation or some new, unanticipated 
SNB policy measures. 

AUD, CAD, AND NZD – the commodity dollars saw a 
middling performance in 2016, finding quite strong 
support from the lows early in the year as commodity 
prices stabilised and even rallied in places. Later in the 
year, the anticipation of Trump stimulus and Opec’s 
successful gambit to raise oil prices boosted CAD 
against the Antipodeans. There could be further relative 

resilience for early 2017 in some of the crosses (against 
JPY and EUR, for example) on the reflation theme, but 
we suspect this theme will see increasing headwinds as 
2017 progresses. We see high risks in particular for AUD 
and NZD from Chinese currency policy and as Australia’s 
credit boom tilts toward bust. CAD is similarly exposed 
to the credit cycle, though its exposure to a stronger 
USD south and anticipation of Trump could see relative 
outperformance among the commodity dollars, at least 
earlier in the year.

NOK AND SEK – the Scandies are far more fairly valued 
going into 2017, if still relatively cheap compared with 
historic norms. On balance, we’d look for outperformance 
versus the euro and perhaps AUD and NZD (though 
that makes for odd pairings) if somewhat indifferent 
performances in general. EURSEK could be one to fade 
on rallies all year as late 2016, the Riksbank’s aggressive 
dovishness took on political implications after Sweden’s 
finance ministry made sharp comments asking the 
central bank to consider the risks to financial stability 
from its radical monetary policy programme.

EM: Emerging market currencies are likely to prove a 
mixed bag in 2017 after what was, on balance a very 
good to mixed bag in 2016, depending on the EM focus. 
A stronger US dollar is likely to keep dollar-sensitive 
emerging market currencies (those that borrowed 
extensively in US dollars during the weak USD years) 
under pressure early in the year. From a valuation 
perspective, last year was largely about a “reset” after 
the market threw the baby out with the bathwater 
in 2016. Emerging Asia could see the most pressure 
regionally, a continuation of developments in late 2016. 
Commodity-linked currencies are unlikely to do very well 
in the longer haul as we’re not strong believers in the 
reflation trade beyond the early part of the year.
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Bonds stand at a crossroads. 2017 will probably be the 
first year since 2011 (with a small exception in 2013) 
when we will see 10-year US Treasury yields break 3% 
on a further upward move.

This projection is based on a change in underlying global 
fundamentals in late 2016 and shifts in policies from 
monetary-based quantitative easing (out of ammunition) 
to emerging fiscal policies initiated by, for instance, the US.

The subsequent impact on global inflation will be 
substantial as a number of other factors will also come 
into play:

1. The overall expected growth increase will reinstate  
bottlenecks for the US and for some European  

 countries, which will lead to a (healthy) pricing power  
 improvement. 

2. The negative inflation effect of low oil prices  
 (especially the last drop to $26/barrel) will vanish  
 and be replaced by a neutral to positive impact, with  
 oil rising from present levels around $50/b. Together  
 with other components (including increasing  food   
 prices) this will continue to push inflation surprise   
 indices higher, hence lifting US Treasury yields close  
 to 3%.

3. The overall  impact of several regions going into  
 a higher growth gear could very well be under- 
 estimated, especially the positive effect on  
 emerging-market expectations, stemming from    
 higher growth in developed markets combined  
 with a stronger dollar and commodities.

HIGHWAY TO HELL?
 
Does this mean that 2017 will be a year to stay away 
from bonds? Not at all. But the crossroads between 
chasing duration versus credit premiums will be crucial, 
and we believe chasing the latter will be preferred as 
long as global core yields are climbing towards cruise 
altitude in the vicinity of US 10Y 3%.

Fears of 2013 replays of meltdowns in other bond 
markets are estimated to have a low probability. The 
overall positive outlook, also for emerging markets, 
will create healthy local financial conditions, with EM 
benefitting from higher investment inflows and more 
supportive backdrops. 

With the European Central Bank likely to pursue 
quantitative easing for at least the first quarter of 2017, 
with only a low probability of any tapering comment, 

AT THE  
CROSSROADS
 BY SIMON FASDAL

Changed underlying global fundamentals and a shift from monetary-based quantitative  
easing to new fiscal policies has set the stage for higher core yields in 2017.

THE OVERALL IMPACT OF SEVERAL REGIONS GOING  
INTO A HIGHER GROWTH GEAR COULD VERY WELL BE 
UNDERESTIMATED
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the overall combination of European QE and other 
policy measures (including emerging US fiscal policies) 
and higher inflation will provide a healthy balance for 
spread products to perform quite well, despite gradually 
increasing core yields. 

Major risks to this scenario are a significantly stronger 
US dollar, an inflation shock (highly unlikely) and 
uncertainty about China’s growth.

WILL DRAGHI DO A HOUDINI? 

As US yields have already spiked and are at risk of 
increasing further, if the positive trends continue in Q1, 
the big question will be: What will ECB president Mario 
Draghi do?  In the most positive scenario, we could 
see Europe with a faster-than-expected improvement 
due to the stronger dollar, improved global growth and 
expected fiscal policies, which could shift corporate 
Europe into higher gear. At same time, actual and 
expected inflation would finally increase, putting Draghi 
outside the comfort zone of the present QE programme. 

The problem is how to exit in a gentle manner? It will be 
very hard to avoid a swift spike in European core yields, 
even on the most gradual approach, and, as the distance 
between QE-world and real-world valuations grows and 
the gap becomes wider, the impact will be significant. 
Draghi will use all his skills to achieve a “whatever it takes” 
gradual pull back, thereby pulling off a sort of ECB Houdini 
act, which will require a lot of talk and a touch of illusion.

So we would be cautious on European core yields in the 
coming quarter and avoid exposure to longer durations 
in government and other non-spread products. Exposure 
for 1Q should rather be sought in high-spread products, 
in corporate US or emerging markets, as well as selected 
European lower duration, focusing on credit premiums. 
Positioning should take a multi-asset and diversified 
approach, and with a focus on hedging abilities.

The later stage of Q1 may well offer new windows of 
opportunities — the point where entering bond markets 
full scale becomes highly attractive due to the maturity 
of the equity rally and hence the opposite ripeness of 
bond yields.

AT THE 
CROSSROADS
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THE OvERAll COMBInATIOn OF EUROPEAn QE AnD 
OTHER POLICY MEASURES (INCLUDING EMERGING US 
FISCAL POLICIES) AND HIGHER INFLATION WILL PROVIDE A 
HEALTHY BALANCE FOR SPREAD PRODUCTS TO PERFORM 
QUITE WEll, DESPITE GRADUAllY InCREASInG CORE YIElDS
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After commodities swung back to gains in 2016, a number of hurdles must be cleared 
for them to extend this performance in 2017, not the least of which will be oil producers’ 
ability to deliver the promised and required cuts to rebalance the market.

INTO 2017, CRUDE OIL WILL SEEK TO 
FURTHER CAPITALISE ON THE PROSPECT 
THAT THE MARKET WILL FINALLY REBALANCE 
AS SUPPLY IS LOWERED TO MEET DEMAND

The Bloomberg commodity index swung to profit in 
2016 for the first time in six years. Representing the 
performance of major commodities, with one-third 
in energy, metals and agriculture, the gains were 
concentrated among industrial metals and energy. 

Several hurdles need to be successfully cleared for this 
performance to carry on into 2017. Donald Trump will 
become US president on January 20, and the market 
will keep a watchful eye on how he plans to revitalise US 
growth. While Trump could be successful in presenting 
growth-friendly policies, the risk of a trade war, especially 
with China, carries the risk of hurting global growth and 
demand for commodities.

When it comes to gauging the outlook for commodity 
demand, China will get a lot of attention, as usual. The 
rising battle against pollution, which back in December 
seemed to run out of control in northern China, 
combined with currency and liquidity fears has the 
potential to reduce growth and subsequent demand 
growth, especially for industrial metals.

The energy sector will be subject to a split focus. The US 
natural gas market will be driven by the severity of the US 
winter and subsequent demand for gas. The oil market, 
meanwhile, will be focusing on the ability of Opec and 
non-Opec producers to deliver the promised production 
cuts while also keeping an eye on production levels 
from countries not bound by the November agreement, 
especially Libya, Nigeria and the US. 

The biggest risk to oil during the first quarter comes 
from potential long liquidation following a rapid build-up 
in bullish oil futures bets to a record during December.

Into 2017, crude oil will seek to further capitalise on 
the prospect that the market will finally rebalance as 
supply is lowered to meet demand. This is based on the 
assumption that Opec and non-Opec producers will 
deliver the promised and required cuts necessary to 
balance the market. 
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Nothing is ever simple, especially when it comes to the 
oil market. While the first quarter of 2017 is likely to 
see Brent crude stay above $50/barrel, the market will 
increasingly turn its attention to whether the production 
cuts will be delivered.

Considering Opec’s  poor history in complying with 
its stated production targets, the potential for rising 
production from Libya and Nigeria, and US shale oil 
producers’ likely collective response, we could see the 
upward trajectory of higher lows and peaks challenged 
on several occasions. 

That could happen perhaps already during the first 
quarter, not least considering the near 900-million-
barrel combined long position in WTI and Brent crude 
oil. A position of this record size needs low volatility and 

compliance to be maintained. Any failure on either of 
those requirements could trigger a rapid rewind during 
which oil could slump by between $5 and $10. 

We do expect, however, that both Opec and non-
Opec producers will cut output, but not by the agreed 
amounts. This is likely to delay the rebalancing process, 
thereby creating the risk of price corrections later in the 
year.

Outside market developments are also going to play 
varying roles in setting oil’s price. Donald Trump won the 
US presidential election on a platform that promised tax 
cuts and increased infrastructure spending to boost the 
economy. These pledges have so far led to a stronger 
dollar while triggering a major rotation out of bonds as 
US inflation risks have been repriced.
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The risk of protectionism, a stronger dollar, and rising 
cost of financing could potentially spell trouble for some 
emerging-market economies, thereby weighing on oil 
demand. Against this comes the risk of sanctions against 
Iran being re-introduced, so the oil market is likely to 
offer another year of major market movements.

With all of these considerations taken into account, 
we see the average price of Brent crude oil rising to 
$54/b in 2017 from $45/b in 2016. The highest price of 
the year (around $60/b) is likely to be seen during the 
second quarter after which time rising US production 
and a non-extension of Opec’s production cuts would 
see the market settle into a range.

CRUDE OIL

UPSIDE DOWNSIDE

Oil needs $55-$ 65/b to attract renewed 
investment to meet rising demand 

Opec and non-Opec producers fail to deliver  
promised production cuts 

Geopolitical instability increases in key exporting 
countries

Increased exports from Nigeria and Libya and an 
end to US production decline

Donald Trump re-introduces sanctions  
against Iran

Disorderly unwinding of a record long futures  
position held by hedge funds

Slower EM growth (hawkish Fed, trade war)

Gold returned to profit for the first time in four years 
in 2016. But with the year distinctly cut into two halves, 
the outlook at the beginning of 2017 is a copy of the 
negative sentiment towards precious metals seen at the 
beginning of 2016.

An incoming US administration promising growth-
friendly policies triggered a major rotation out of bonds 
into stocks during the final quarter of 2016. The outlook 
for several rate hikes from the US Federal Reserve 
combined with rising bond yields, the stronger dollar 
and higher stock prices all helped change the outlook 
for gold, and it drove a major exodus out of “paper” 
investments. 

Hedge funds cut a record-long gold futures position 
by 85%, while investors in exchange-traded products 
pulled 225 tons out of the 600 tons that was bought 
during the first 10 months of 2016. 

The dollar’s trajectory, especially against EUR and JPY, 
remains clouded, but with a potential dollar high in 
sight, we see limited further headwind from a rising 
greenback. While we wait to see whether hopes can be 
replaced with action by the new US administration, the 
rapid rise in bond yields following the US November 
presidential election may also have run its course for 
now. Combining this with rising inflation expectations, 
we should see relative subdued real yields.

WITH ALL CONSIDERATIONS TAKEN INTO 
ACCOUNT, WE SEE THE AVERAGE PRICE 
OF BRENT CRUDE OIL RISING TO $54/
BARREL IN 2017 FROM $45/B IN 2016
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High inverse correlation between gold and the dollar 
and US real yields created a great deal of headwind 
during final months of 2016. 

While a Trump presidency initially has been perceived 
as negative for investment metals, we see several risks 
ahead which could change this impression. The rising 
populist vote, which gave us Brexit and Trump, will 
increase uncertainty ahead of key elections in Germany, 
France and the Netherlands. In the US, the risk of a trade 

war, especially with China, and a foreign policy carried out 
via Twitter could also create demand for safe-haven assets. 

Gold’s failure to break the 2011 downtrend on several 
occasions last year has left the metal in search of 
support. It found some at $1,125/oz after correcting 
76.4% of the December 2015 to July 2016 rally. We see 
gold challenged at the beginning of 2017, but as some of 
the strong negative drivers begin to fade, a base is likely 
to be established during the first quarter. 

SOURCE: SAXO BANK
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GOLD (PRECIOUS METALS)

UPSIDE DOWNSIDE

Market pricing in too much US growth and an 
overly hawkish FOMC

Trump’s growth creation pledge drives continued 
rotation out of bonds into stocks 

Global inflation rising faster than projected Weaker Indian demand from cash crisis

Renewed equity market turmoil leading 
to lower bond yields The “parity express” takes EURUSD down to €1

New Shariah-compliant gold rule breathing new 
life into the market

WE SEE GOLD RANGE-BOUND IN  
Q1 BETWEEn $1,100 AnD  
$1,200/OZ, WITH A YEAR-END 
FORECAST AT $1,325/OZ. 
Industrial metals led the commodity revival in late 2016 
on strong China demand and post-Trump hopes of a 
pick-up in US growth and subsequent demand. Having 
traded sideways for more than a year, copper jumped 
almost 15% in November and December. The election of 
Trump and his pledge to boost infrastructure spending 
massively helped trigger a major surge in speculative 
demand on futures exchanges in New York, London and 
Shanghai.

On the fundamental front, we see a year where supply 
growth is likely to be subdued, which leaves the market 

supported as long as China is able to keep up its still 
strong demand for copper. That, however, may be called 
into question after China back in December signalled a 
willingness to allow weaker growth to bring its finances 
under control. 

Trump is unlikely to deliver a boost to demand strong 
enough to justify the recent surge in copper prices. 
Even if his infrastructure pledge is carried out, it may 
not take hold before the next US financial year which 
commences on October 1, and it would then be spread 
out over several years. 

Adding to this the risk to EM demand from the danger of 
trade wars and protectionism, we see limited upside to 
copper beyond the 2016 high at $2.75/lb on high-grade 
copper, and we see a risk of the metal correcting back 
towards $2.25/lb.

OLE HANSEN, HEAD OF COMMODITY STRATEGY
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